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To the Shareholders: 


It is gratifying at this time to report to our shareholders the recent sale, for a consider- 
ation of approximately $57,000,000, of United Canso’s wholly-owned British subsidiary, 
United Canso Oil & Gas (U.K.) Limited, to Deutsche Erdolversorgungsgesellschaft-m.b.H.- 
Deminex, a consortium of German-owned companies headquartered in Diisseldorf. 
Concluded in London on March Sth, the sale represents payment to United Canso of 
$50,000,000 in excess of its expenditures in the United Kingdom since the organization 
of the subsidiary in 1970. 


In the light of rapidly escalating exploration, development and construction costs for 
North Sea operations during the past year and the uncertainties associated with the 
political climate in that country under the new Labor government, management considers 
that the sale of these United Kingdom assets represents a most attractive return on 
investment, providing a solid financial base for United Canso’s growth in the years ahead. 


As reported in last year’s annual report, the Company entered upon its United 
Kingdom offshore exploration in 1971 with high expectations. Our efforts in collabora- 
tion with our Halibut Group partners centering on Block 211/18 were rewarded the 
following year with the discovery of the Thistle oil field. By the close of the 1973 drilling 
season, with the world price of crude oil rapidly rising, the Thistle Field was clearly an 
economically viable project having an extremely good projected cash flow. Financing also 
appeared readily available as a number of consortia of international bankers expressed 
keen interest in financing the project. 


This very favorable situation, however, changed radically as the world economic situa- 
tion deteriorated through 1974 and the newly-elected Labor Party began to put forth its 
policies for 51 percent state participation and greatly increased taxes on North Sea 
revenues and profits. Furthermore, development costs in the North Sea escalated at a 
frightening rate through the year, with the estimated costs of the Thistle platform 
doubling over this period. Further, a year’s delay, whether by strikes, weather, or any 
other reason, in placing the field on production, was estimated to increase United Canso’s 
obligation to provide funds for its share of the project to approximately $105 million. 


Concurrently, the world’s bankers elected to freeze virtually all new commitments - 
with respect to North Sea development pending clarification of tax and state take-over 
policies as applied to this area, with the result that the Company, through its inability to 
raise suitable financing and provide its share of cash to the project, was in grave 
danger of losing its concessions and interest in the Thistle Field. 


After carefully weighing all relevant factors, management late in 1974 elected to enter 
into negotiations with Deminex for the sale to that company of our British subsidiary 
under the terms described above. In addition to its 20 percent interest in North Sea Block 
211/18, the subsidiary also owned a 50 percent interest in Celtic Sea Block 106/28, on 
which no drilling has been done to date. 


The proceeds from the sale of these British offshore interests have therefore resulted in 
the realization by United Canso of what management regards as a “fair market price” for 
its properties over and above the full recovery by the Company of its prior investment in 
this theatre of operations. 


United Canso emerges from its three-year North Sea venture in an exceedingly strong 
financial condition. Immediately following receipt of funds from the sale, the Company 
repaid all bank loans and presently holds cash and short-term investments of approxi- 
mately $57,000,000. While it is premature to outline in specific terms the future alloca- 
tion of the funds realized from this sale, it can be said with assurance that their redeploy- 
ment, a subject of priority attention by management, will focus on geographic areas and 
ventures offering high promise of future, significant growth for United Canso. 


Apart from developments related to our former United Kingdom interests, events 
contributing to the Company’s progress over the past year included United Canso’s 
participation in the drilling of five successful exploratory wells in Western Canada, as well 
as two successful exploratory wells in the western Powder River Basin of Wyoming. 
During the year the Company acquired new property interests in Montana and North 
Dakota. 


In Australia, the year was noteworthy for the initiation of discussions with the 
Australian Government looking to a possible joint venture with that country’s new Petro- 
leum and Minerals Authority focused on future exploration and development on 


Company-interest properties in central Australia. 


On the strength of the developments enumerated above and elsewhere in this report, 
we have no hesitancy in affirming our strong conviction that United Canso is soundly 
positioned for substantial growth. With its now considerable financial resources, manage- 
ment firmly believes United Canso is in a position to move rapidly into the category of a 
leading Canadian independent oil company. 


On behalf of the Board of Directors, 


President 


Calgary, Alberta 
March 14, 1975 


Operations Review 


PETROLEUM ACTIVITIES 


UNITED KINGDOM 


As reported in the President’s Message, the sale by 
United Canso to Deminex of the Company’s wholly- 
owned subsidiary, United Canso Oil & Gas (U.K.) 
Limited, was completed on March 5, 1975. 


United Kingdom properties involved in the trans- 
action consisted of the British subsidiary’s 20 percent 
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interest in Petroleum Production License No. P236 
covering Block 211/18 in the North Sea and a 50 
percent interest in Petroleum Production License 
P127 covering Block 106/28 in the Celtic Sea. 

Management’s decision to dispose of the Com- 
pany’s United Kingdom offshore interests was 
predicated upon the strong belief that United Canso’s 
continued progress, after careful assessment of all 
relevant considerations, can be better assured through 
redeployment of the underlying assets to geographic 
areas and ventures offering greater promise of future 
growth and profitability. 


AUSTRALIA 


Discussions looking to the possibility of Australian 
Government participation with the Company and its 
partners in oil and gas exploration in the Amadeus 
Basin of central Australia were initiated recently at 
the instance of the Government. The Government is 
represented in these discussions by the Hon. R. F. X. 
Connor, Minister of Minerals and Energy, who was 
recently reported as having stated that “‘the Austral- 
ian Government is vitally interested not only in 
further drilling at Palm Valley (in the Amadeus Basin) 
but also in connecting the extension of the natural 
gas pipeline from the Cooper Basin to Dampier 
(Western Australia) via the Palm Valley gas field.” 

These discussions with the Government follow the 
termination by Pacific Lighting Corporation, effective 
November 9, 1974, of a gas supply agreement con- 
cluded in 1972 with Magellan Petroleum Australia 
Limited on behalf of the Palm Valley Field owners 
(United Canso, 24.38% interest). 


To date, a total of 23 wells has been drilled on 
Company-interest acreage in the Amadeus Basin since 
1962, resulting in nine gas or oil wells. The Mereenie 
oil/gas field was discovered in 1964, the discovery 
well flowing wet gas at an estimated daily rate of 12 
million cubic feet. A subsequent well completed in 


1967 demonstrated that high gravity oil also can be 
produced in commercial quantities from Pacoota 
reservoir rocks in the Mereenie Field. The recoverable 
reserves of the Mereenie Field have been estimated at 
80 million barrels of oil and one-half trillion cubic 
feet of natural gas. 

A second major Ordovician gas field was dis- 
covered in the Amadeus Basin at Palm Valley in 
1965. Of two additional well completions in the field, 
Palm Valley No. 2 flowed gas at a rate of approxi- 
mately 69 million cubic feet per day, making it 
Australia’s largest onshore gas producer to date. H. J. 
Gruy & Associates, Inc., internationally recognized 
petroleum engineering consultants, recently advised 
that “at least five additional wells to delineate the 
limits (of the Palm Valley Field) will be necessary 
before sufficient data are available to define reserve 
volumes.” 


CANADA 


Arctic Islands 


Last winter, a well was drilled less than one mile 
east of a large permit in which United Canso retains a 
20 percent working interest on Axel Heiberg Island in 
Canada’s Arctic Archipelago. This well, Horn River 
Cities Service Getty Mid Fiord J-53, was abandoned 
after failing to encounter hydrocarbons in the ob- 
jective horizons. No other wells were drilled in prox- 
imity to Company lands in the Arctic Islands during 
fiscal 1974, 


Northwest Territories 


Early in 1974, a consortium headed by Ashland 
Oil Company discovered gas in basal Paleozoic rocks 
in a well located some 25 miles northwest of 
Company-interest lands in the Maunoir and Colville 
Lakes area of the Northwest Territories. The well was 
tested at a rate of 4.5 million cubic feet of gas per 
day through a one-half inch choke. This discovery has 
resulted in increased exploratory interest in the entire 
region and both seismic and drilling activity are 
expected to escalate this winter. 


United Canso holds a total of 320,000 acres in 
permit form at Maunoir covering a number of inter- 
esting anticlinal features. Imperial Oil has four of the 
Company’s permits under an option which was ex- 
tended to 1975 when Imperial must either commit to 
drill or relinquish the option. As consideration for the 
option extension, Imperial will supply the Company 
with information from an Imperial interest well 
located some 30 miles to the east of the Company’s 
permit acreage. 
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Western Canada 

United Canso took part in the drilling of 12 ex- 
ploratory wells in Western Canada during fiscal 1974. 
Four of these were gas discoveries and one was an oil 
discovery. One of the gas discoveries, in the Bistcho 
Lake area of northwestern Alberta, encountered a 
very thick gas pay section and there is reason to 
believe the accumulation could be quite extensive. 
Follow-up drilling will be required to prove this and 
further work is planned this winter. 

As reported in last year’s annual report, United 
Canso and its partner, Mesa Petroleum, made im- 
portant oil discoveries in 1973 on Company lands in 
the Hoosier area of western Saskatchewan. It had 
been the Company’s intention to develop these dis- 
coveries during the summer of 1974. However, new 
and retrogressive legislation passed by the provincial 
legislature has forced deferment of further investment 
in Saskatchewan including development of the 
Hoosier reserves. 

Not only did the Government increase the pro- 
vincial royalty on oil and gas production in that 
province, but the Federal government has declared it 
will disallow the deduction of such royalties for 
Federal income tax purposes. The net effect of the 
combined provincial and Federal legislation has been 
to reduce the profitability of petroleum production 
in Saskatchewan to a point where most companies 
will be either realizing a net loss on any production or 
only a very small profit. As a result, exploration and 
development operations in Saskatchewan have effec- 
tively come to a standstill, and your Company does 
not plan to carry out any new programs pending 
favorable changes to existing legislation. 


UNITED STATES 


Wyoming 

Drilling activity dramatically increased during the 
past year in the western Powder River Basin where 
the Company, through its wholly-owned subsidiary, 
Canso Oil & Gas, Inc., holds working interests ranging 
from 7.5 to 30 percent in approximately 117,000 
gross acres. 


The Company participated in drilling eight wells in 
Wyoming during the year. Two of these were success- 
ful oil discoveries and the remainder were abandoned. 
One success, a follow-up to a discovery made last 
year, was located within the Heldt Draw Unit. The 
second discovery was at Indian Creek Unit II, about 
15 miles northwest of Heldt Draw. This venture, 
located on acreage in which Canso holds a 30 percent 
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interest, was completed as a flowing oil well at a rate 
of 449 barrels of oil per day through a 3/8-inch 
choke. The Company is realizing in excess of $11.00 
a barrel for this production. 

A recently announced oil discovery by Woods 
Petroleum some four miles southeast of the Heldt 
Draw Field is of considerable interest to Canso since 
it directly offsets Company lands. This well flowed 
443 barrels of oil per day through a 14/64-inch choke 
from the Shannon sand, the same reservoir which is 
productive at Heldt Draw. There are technical reasons 
to believe that this discovery may in fact represent a 
southeasterly extension of the Heldt Draw Field. The 
Company plans to offset this oil discovery at an early 
date. 

In addition to the foregoing, Webb Resources, in 
partnership with Texaco and others, drilled a 
Shannon sand oil discovery about 10 miles south of 
the Heldt Draw Field. This well was completed at the 
rate of some 55 barrels of oil per day on pump. Once 
again, Canso is in the fortunate position of having 
good acreage representation offsetting this well. 

From the foregoing it can be seen the Company is 
favorably situated in the western part of the Powder 
River Basin. During 1975, considerable effort will be 
devoted to exploiting existing discoveries and explor- 
ing for new oil occurrences. At the present time, 
Canso is firmly committed to participation in at least 
nine wells in this area during the 1975 fiscal year. It is 
expected, however, that this number will increase as 
the year progresses. 


Alaska 


United Canso holds a 25 percent interest in “prior 
filings” for Federal Bureau of Land Management 
leases covering 942,339 gross acres of Federal lands 
south and west of the Prudhoe Bay oil field on the 
Alaskan North Slope. Disposition of these leases 
awaits settlement of Alaskan native claims. 

For a related development involving the Com- 
pany’s participation in the construction of the 
Alyeska pipeline in Alaska, see page 7. 


Montana and North Dakota 

The Company’s United States subsidiary has 
acquired a 10 percent working interest in approxi- 
mately 163,000 gross acres in the Cedar Creek area of 
Montana and adjacent North Dakota. These lands are 
prospective for hydrocarbons in Mississippian and 
older Paleozoic rocks. At present a seismic program is 
being carried out to localize possible drill sites, and 
drilling is expected to commence on these properties 
some time during 1975. 

Concurrently with this acreage acquisition, Canso 
and its partners acquired interests from Phillips 
Petroleum in the same general area. The group is 
committed to carry out seismic investigations and 
drill three wells within the next year. The geophysical 
program is currently in progress and it is hoped 
drilling of the first well will be commenced some time 
in the spring of 1975. 


MINERAL EXPLORATION 


CANADA 


United Canso participates in mineral exploration 
in the Canadian Far North through its stock interest 
in Borealis Exploration Limited. No field work was 
carried out during the review period, attention during 
the year having been confined to the study of market- 
ing possibilities in various world areas and to related 
consultations with appropriate Canadian Government 
representatives. 


UNITED STATES 


Through its subsidiary, Canso Oil & Gas, Inc., the 
Company over the past year participated via working 
interests in a uranium exploration program covering 
sections of Idaho and Nevada. During the spring and 
summer of 1974, an exploration program with Canso | 
as the operator, involving radiometric, magnetometer 
and scintillometer surveys, and the drilling and log- | 
ging of exploratory holes aggregating some 13,600 | 


feet, was carried out on these properties. While pre- 
liminary evaluation of the results indicates no 
commercial prospects, further investigation of the 
properties is planned. 


FORACO PROJECTS 


United Canso recently acquired ownership inter- 
ests in two companies, Foraco N.V. and Foraco N.H., 
which hold Canadian-United States and Australian 
rights, respectively, to an innovative French-develop- 
ed drilling unit, the Foraco V.P.R. The name derives 
from the unit’s utilization, either separately or in 
combination, of vibration, percussion and rotation, 
depending upon subsurface conditions and drilling 
objectives. It is believed to represent the first major 
innovation in drilling technique during the past 40 
years. 

Foraco N.V., a company in which United Canso 
owns a 12.75 percent stock interest, is participating 
with Parker Drilling Company in the manufacture of 
six new Super V.P.R. units for use in drilling the 
26-inch diameter piling holes required in the con- 
struction of certain elevated portions of the 798-mile 
Trans Alaska Pipeline. Delivery of these units is 
scheduled in the late winter and spring months of 
bo T SD: 

Foraco N.H., a company in which United Canso 
owns a 7.5 percent stock interest, recently contracted 
with a large Australian-based company for its use of 
the Standard Foraco V.P.R. equipment in the con- 
duct of exploratory operations in Western Australia. 
Although operational in that continent for only a 
brief period, the multipurpose drilling unit already 
has attracted considerable industry attention. 


PRODUCTION AND DEVELOPMENT 


Oil 

United Canso’s oil production for the fiscal year 
was down 12% percent to 823,371 barrels before 
deduction of royalties. The Smiley-Dewar area of 
west Saskatchewan was the Company’s most produc- 
tive area at 513 barrels per day, down 10 percent 
from the previous year. Last year’s best producing 


area, Innes, suffered a 17 percent decrease to 505 
barrels per day partly due to government policies 
which caused a market restriction in the third quarter 
of 1974. The Company’s third most productive area, 
Boundary Lake Unit No. 1 in British Columbia, had 
an average producing rate of 500 barrels per day for a 
9 percent decrease. Net income after royalties and 
Operating expenses remained virtually on a par with 
the prior year. 

Gas 


United Canso’s gas production for the fiscal year 
1974 was approximately 4.3 billion cubic feet before 
deduction of royalties. This average rate of 11.9 
million cubic feet per day was 18.5 percent below the 
previous year’s rate. The Company’s interest in the 
Coleville and Hoosier Viking Sand Units accounted 
for two-thirds of the annual gas production. 


The Enchant Gas Unit is now operating with three 
wells producing approximately 6.5 million cubic feet 
per day. United Canso’s interest in this unit is 
1.28144 percent. 


FINANCIAL 

United Canso’s gross revenues reached a record 
high for the 12 months ended September 30, 1974, 
although only marginally above those of the previous 
year. Net income for the 1974 fiscal year totaled 
$448,668, equal to $.08 per share, compared with the 
prior year’s earnings of $967,922, or $.17 per share. 
In common with the experience of most companies 
over the past year, United Canso’s expenses rose at a 
sharper rate than its sales revenues, thereby signifi- 
cantly reducing earnings on the year. 

Investment funds were largely depleted during the 
period to finance North Sea operations. 

While Canadian prices for exported crude oil 
increased to the level of world prices, the Canadian 
Government imposed an export tax of $5.20 per 
barrel which reduced the wellhead price to $6.50 per 
barrel maximum. Provincial production royalties 
approximating 40 percent reduced the return to the 
producers to roughly the $3.90 per barrel existing 
before increases in world prices. In other words, all of 
the price increases gained have been taxed away at 
either the Federal or provincial levels of government. 


United Canso Oil & Gas Ltd. Areas of Activity 


ACREAGE SUMMARY - DECEMBER 31, 1974 


Petroleum 


CANADA 
Arctic Islands 
(Panarctic Area) 
Yukon & Northwest 
Territories 
Western Canada 
Nova Scotia 


UNITED STATES 
Alaska 
North Dakota & Montana 
Wyoming 


AUSTRALIA 
Northern Territory 


UNITED KINGDOM 
Cardigan Bay 
North Sea 


Total Petroleum 


Minerals 
Australia 
Canada 
United States 


Total Minerals 


GRAND TOTAL 


Gross Acres 


6,814,030 


758,185 
1,043,761 
91,951 


942,339 
173,070 
116,740 


12,693,120 


62,838 
49,018 


22,745,052 


ESO Sati, 
11,650 


11,710 
1,618,497 


24,363,549 


Net Company Interest 


Acres 


120,065 


497,870 
200,900 
22,987 


235,585 
33,064 
21,653 


3,936,064 


31,419 
9,804 


5,109,411 


47,854 
2,330 
2,049 


225255 


5,161,644 


United Canso Oil & Gas Ltd. (A Canadian corporation) 
Consolidated Balance Sheet 

(Expressed in Canadian dollars) 

September 30, 1974 and 1973 


Assets 


Current assets: 
Cash Seis ae Bets top he ee eo ee 
Bank deposit receipts and accrued imterestz a ee ene 
Accounts receivable: os -2) seen ee ee ee 
Refundable:deposits.. 0 to. mage meee eee eee er 
Prepaidexpenses amdothenassots Wipae-arn eee eee serra ree 


LOCAL CULENT CASSEUS oe wee al eee ert Coe 


Investments and advances (Notes 1 and 2): 
Australian companies: 
United Canso Oil & Gas Co. (N.T.) Pty. Ltd., 40% of eapital stock, 
at equity in net assets, and advances of $453, QA ie ky RI a Luis 
Magellan Petroleum (N.T.) Pty. Ltd., 30% of capital stock, at equity 
in net assets, and advances of $938,539 and $760,633, respectively 


Borealis Exploration Limited, at cost: 
8% unsecured debentures, maturing March 31,1978 ......... 
BO Vo: Of COMMONS LOCK ane tre sere md Ree ena ee 
PXP Steam Power Units Ltd., 50% of capital stock, at equity, and ad- 
vances of $53,184 
ForacomprojectsacOstig. ser ter cesta eee eee eae eee 
Other 


Property and equipment (Notes 1 and 3): 
Oil, gas and mineral interests, at cost or less: 
Producing (less depletion of $3,859,562 and $3,762,152, respectively) 
Nonproducing: 
United Kingdom 
Canada 


St sale pre: lie harniie: er hee el vel ele) ist) evi te: sf) fuel) oh Venn in ee em omtten ts, 


el elgh fe) Wie: Listy teal wo aie)| ae) em oe tabs male, We" |eet San fel Wale sete) nS el Muonnes 


@. Sisj xe!) Gel es ie ‘ast oe aie Mel war Eyateue! ist petals)! iat cell ta, cet ot eh euine! | ale tse eee 


NOT Way: 2th ae eee Ream ue ceg ae oc 2 SU cia en 


Well costs and gathering systems, at cost: 
Producing (less depreciation and amortization of $6,260,994 and 
55399 6,94 pe TeSPeCHIVCIY usta sete hl ert rareie ee atin eae sae nee 
In process and standing (not presently producing) .......... 
Land, buildings and equipment, at cost (less depreciation of $182,475 
and $172,550, respectively) 


ore. wot se. let ‘ey fie, em fe, Ve; “tsi Re ie) eve fan ie. Vel Feu ey let vice, 


(*) Reclassified to conform with 1974 presentation. 


See accompanying notes. 
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1974 


$ 105,619 
605,185 
875,884 

42,721 


54,871 


1,684,280 


944,223 


1,856,391 


2,800,614 


225,000 
84,000 


146,319 
59,554 


985,135 


IPP Paya ey? 
2,012.783 
956,130 


O97 663 


2,112,441 
375,384 


37,516 


$18,307,908 


1973 


$ 158,488 
4,206,813 
S92 13 
39,508 
58,349 


5,056,071 


831,955 


1,583,274 
2,415,229 
225,000 
84,000 


53,186 


46,464 
35,579 


1083339 


1,927,366(*) 


1,833,312 
419,202 
156,286 

56,805 

4,442,971 


1,956,992 
STZ97 5 


44,522 


$15,756,326 


Liabilities and Shareholders’ Equity 


Current liabilities: 
Accounts payable and accrued liabilities: 


ees eM Riss ee his. sah ed GAs wy eas 
oe Catawba Corporation (Note 4)... 2 ee 
My OOM PE cas fa Mile: ai hve el ect pai ae ee 


Notes payable, less current portion included above. .......... 


Commitments and contingent liabilities (Note 3) 


Shareholders’ equity (Note 5): 
Capital stock, par value $1 per share: 
Authorized - 12,000,000 and 8,000,000 shares, respectively 
Outstanding - 5,922,402 and 5,860,802 shares, respectively 


Beri oninexcess Of par value <6.) 00... tae oe ee 


Perma ATeC ONO TICIEl oun 4) nok oc OS ek Ska wie ee ee ae ela ws 


On behalf of the Board: 
s/s John W. Buckley, Director; s/s Benjamin W. Heath, Director 


1974 


$2515 12731 
ieee 
8,294 


2,218,002 
29,028 


5,922,402 
16,294,533 
22,216,935 


(6,156,057) 
16,060,878 


318,307,908. 


eas 


$ 477,849 
38,596 


516,445 


5,860,802 
15,983,804 
21,844,606 


6,604,725 
15,239,881 


$15,756,326 


United Canso Oil & Gas Ltd. (A Canadian corporation) 
Consolidated Statement of Income (Loss) and Accumulated Deficit 


(Expressed in Canadian dollars) 
Year ended September 30, 


1974 1973 IP 1971 1970 

Revenues: 
GiUSSAleS 2 th uigete Re gee eats $2,509,725 $2,416,588 $2,198,505 $2,173,030) S21 23.655 
Gas SAleS ok er Ae ce eae 639,777 602,661 598,465 $74,125 ron and 
RGValties, fv leis ereme ene aie 111,104 106,596 87,832 83,346 84,770 


Interest and miscellaneous .. . 283,128 285 582 277,784 2437595 244,283 
Gain on sales of property and 


equipments ai Vie gine 4,708” 4,176 1,306 7,487 
| 3,546,652 _ 3,416,135 _)3,166,762 3,075,562 _ 3,072,002 


Costs and expenses (Note 6): 


Geological and geophysical costs 39) NOs, 100,520 Pe Be 55,979 
Lease and permit rentals .... 109-732 151,798 147,810 185,462 P7264 
Producuoncosts 2. 748,058 TIO. 756,107 TAZ, Sat 663,545 
Depletion and amortization. . . 267,983 334,782 443,967 460,956 444 324 
Depreciations Gay eaten hee 124,464 129,696 181,096 184,771 165,839 


Dry holes and abandonments 
(including $914,004 in the 


Cold Lake area in fiscal 1971) 491,042 154,152 313,016 1,490,535 538,840 
General and administrative ex- 
penses (Note ie eer 1,103,030 830,826 638,820 563,383 564,322 


Adjustment of investment in the 
Australian companies to equi- 
ty in net assets at end of year 
(NOtE%2 ) ieee are nen ee 44 436 6,656 121051 l6,132 91,545 


Income (loss) before taxes on in- 
come and extraordinary item . . 448,668 967,922 464,375 (818,331) 290,347 

Provision for taxes on income 
536,000 370,000 248,000 _ 166,000 


(NOS) i) nh neo ope cane ee Sete ee 


Income (loss) before extraordinary eh — 
TLCS Aare ane eee ee ( (87,332) 577922) Ve 2105375 (818,331) 124,347 
Tax benefit realized from carry for- 


ward of exploration and other 
costs not claimed in prior 


years (NOLGs1) Svs) cane ene mppeeene erat Sa ES 248,000 — 166,000 
Net income (loss) (Note 7)... .. 448,668 967 GEA 464,375 (818,331) 290,347 
Accumulated deficit at beginning of ————— 

Vedra, Sia pee 2 th hone eee (6, 604,725) es S72 647) son 037,022) _(7/,218,691) “(7 507.033) 


Accumulated deficit at end of year $(6,156,057) $(6,604,725) $(7,572,647) $(8,037,022) $(7,218,691) 


oe 


Average number of shares out- 
Standing: ies. oe obras eee 5,916,469 196,910 Soo 5,698,644 5,698,639 


asi aise Ween Sl at ea, pe ee ee pe ee eee 


— eee 


Per share based on average number 
of shares outstanding during the 
year: 

Income (loss) before extra- 


ordinary item’. » <4. .s.. $.04 $(.14) $.02 
Extraordinary Wenn .04 re 03 
Net income (10ss)i. 4) soar $.08 $(.14 $.05 


See accompanying notes. 
| 


United Canso Oil & Gas Ltd. (A Canadian corporation) 
Consolidated Statement of Changes in Financial Position 


(Expressed in Canadian dollars) 


Source of working capital: 
Net income (loss) 


asi ae Uk fer oes» 


Charges against revenues not in- 
volving outlay of working capital 
in the current year: 


Depletion, depreciation and 


PEMORUZAMION, 2 2. 2. ss 

Sales, retirements and abandon- 
ments of property and 
COU 7 (a 


Adjustment of investment in 
the Australian companies to 
equity in net assets at end of 


ERI ele 
Write-off of PXP Steam Power 
ECMO, oe ee oe 
Amortization of deferred 
“OS OES a ae Se 


Working capital provided from 
operations 


Proceeds from exercise of stock 
options and recovery of Section 
16(b) profits 


Proceeds from exercise of stock 
purchase warrants 


Increase in notes payable 


Disposition of working capital: 


Expenses of proposed stock 
MOM 8 i 
Additions to property and 
PERCU ME os Gye es Se 


Investments in and advances to 
the Australiancompanies ... . 


Investments in and advances to 
PXP Steam Power Units Ltd. 


Other investments and advances 


(Decrease) increase in working 
capital 


Year ended September 30, 


1974 1973 1972 egal 1970 
$ 448,668 $ 967,922 $ 464,375 §$ (818,331) $ 290,347 
392,447 464,478 625,063 645,727 610,163 
319,093 167,041 123,961 1,327,444 451,712 
44.436 6,656 120,051 16,132 91,545 
53,940 =~ a = if: 
~ (9,000) (20,550) (23,100) (23,747) 
1,258,584 155975097 1,313,900 1,147,872 1,420,020 
440,030 581,400 45,000 _ — 
- - 3025179 — n2 
29 028 - - — - 
1,727,642 2,178,497 1,661,079 1,147,872 1,420,092 
67,701 - — — =~ 
6,178,884 15750,525 864,504 794,474 648,925 
429,821 274,402 145,102 98,382 106,383 
754 12,379 40,807 - — 
123,830 42,783 (6,500) (6,500) = 
6,800,990 2,080,089 1,043,913 886,356 755,308 
$(5,073,348) $ 98,408 $ 617,166 $ 261,516 $ 664,784 
(continued) 


See accompanying notes. 
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United Canso Oil & Gas Ltd. (A Canadian corporation) 
Consolidated Statement of Changes in Financial Position 


(Expressed in Canadian dollars) 


continued 

(Decrease) increase in working 

capital by major component: 
Cashiteytents ect ie ee Pe A Oy oy d>* (52,869)'-$ 66,258 $ (12,681) 3 (CGI IS eee 
Bank deposit receipts and 
accrued interest)... 5.0. es. ee (3,601,628) shoes Ml 602,679 432,833 502,864 
Accounts receivable ......% 282,974 174,714 (7,491) 8352 40,196 
Retundableideposits 2... -.) (25221) (15,881) 17,436 (19,596) 
Prepaid expenses and other assets . (15,348) 21 OT (1,593) (41,217) 
Current Habilitiessas 1-0 eens (1,701,557) (150,972) 25,349 (154,331) ey WAS 
(Decrease) increase in work- 
fi gdeapiltale ee aac yen eee $(5,073,348) $ 98,408 $ 617,166 $ 261,516 $ 664,784 


Consolidated Statement of Capital Stock and Capital in Excess of Par Value 


(Expressed in Canadian dollars) 


Years ended September 30, 1973 and 1974 


Balance at September 30,1972 . 
Proceeds from exercise of stock options 
Balance at September 30,1973 . 
Proceeds from exercise of stock options 
Recovery of Section 16(b) profits 
Expenses of proposed stock offering 
Balance at September 30, 1974 . 


See accompanying notes. 


Capital Capital 
Number of stock, $1 excess of 
shares par value par value Total 

5,163,902 $5,763,902 $15,499,304 $21,263,206 
96,900 96,900 484,500 581,400 
5,860,802 5,860,802 15,983,804 21,844,606 
61,600 61,600 334,250 395,850 
44,180 44,180 
67,701 67,701 
5,922,402 $5,922,402 $16,294,533 $22,216,935 
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United Canso Oil & Gas Ltd. (A Canadian corporation) 
Notes to Financial Statements 
September 30, 1974 


1 


he 


Summary of significant accounting policies 

The accompanying consolidated financial statements include the accounts of United Canso Oil & Gas Ltd. 
(United Canso) and its wholly-owned subsidiaries, Canso Oil & Gas, Inc. (Canso Oil & Gas), United Canso Oil 
& Gas (Norge) A/S and United Canso Oil & Gas (U.K.) Limited, hereafter referred to collectively as the 
Company. 

United Canso and Canso Oil & Gas follow a method of accounting for oil, gas and mineral operations 
whereby exploration and development costs are capitalized by fields as cost centers. Such costs do not 
include geological and geophysical costs, lease and permit rentals and production costs which are charged to 
expense as incurred. The capitalized costs are amortized by field on the basis of reserves discovered in each 
field or are written off against income if exploration activities in a field prove unsuccessful. 


The properties in which United Canso Oil & Gas (U.K.) Limited has interests are in an exploratory or 
development stage and, according, all expenditures have been charged to nonproducing property and 
equipment. 

Depletion is computed by the unit-of-production method applied to the amounts assigned to the producing 
portion of interests retained in each original permit area. Depreciation of weil equipment and amortization of 
intangible drilling costs are computed by the unit-of-production method based on estimated reserves available 
to all existing wells in each field. Depreciation of buildings and equipment is provided on the straight-line 
method at rates based on the estimated useful lives of the various classes of assets. The net cost of abandoned 
wells which had previously been producing is charged against the accumulated depreciation and amortization 
account of the remaining wells in the producing areas. 

Expenditures for maintenance and repairs of property and equipment are charged to operations. The costs 
of renewals and betterments are capitalized. When properties are retired or otherwise disposed of, except for 
the net cost of abandoned wells which had previously been producing, the cost and related accumulated 
depletion, depreciation or amortization are removed from the accounts, and the resulting gain or loss is 
credited or charged to operations. 

Transactions for settlement in U.S. dollars have been converted at average monthly rates. The exchange rate 
at September 30, 1974 and September 30, 1973 was $1.00 U.S. = $.9858 and $.9940 Can., respectively. 
Noncurrent accounts of Canso Oil & Gas, United Canso Oil & Gas (Norge) A/S and United Canso Oil & Gas 
(U.K.) Limited were translated into Canadian dollars at historical rates and working capital accounts were 
translated at year-end rates. During the five years ended September 30, 1974, exchange gains and losses have 
not been significant. 

Realization of investments and advances (see Noté 2) and of the investment in nonproducing property and 
equipment (except for costs relating to the United Kingdom) aggregating $6,259,784 and $5,688,038 at 
September 30, 1974 and September 30, 1973, respectively, is dependent upon future developments, since the 
properties represented by these assets are substantially unexplored or undeveloped. 

United Canso carries its investments in the Australian companies at equity in net assets. 


Investments and advances 
(a) Australia 

United Canso acquired a substantial portion of its interest in the Australian companies from Magellan 
Petroleum Corporation (Magellan) in September 1963. A substantial interest in the Australian companies is 
held (directly or indirectly) by Magellan and Pantepec International, Inc. (see Note 4). 

The Australian companies have interests in petroleum and mineral exploration concessions and permits 
where exploratory activities are in progress. In connection with these activities, the Australian companies have 
entered into agreements with various companies covering exploration of certain property interests held. Under 
these agreements the various companies have earned or may earn up to a 50% working interest in such 
property interests. 


Certain Australian mineral interests were abandoned during the five years ended September 30, 1974 
resulting in reductions in United Canso’s equity in net assets of the Australian companies as shown in the 
consolidated statement of income (loss) and accumulated deficit; in addition, in 1972 the entire advance of 
$22,421 to Magellan Petroleum (Qld.) Pty. Ltd. was written off following that company’s relinquishment of 
all properties. United Canso’s equity in the combined net assets (adjusted to cost) of the Australian companies 
was $1,408,134 at September 30, 1974. These net assets consist primarily of deferred drilling, geological, 
geophysical and administrative costs. 


A summary of the net assets of the Australian companies at April 30, 1974 (expressed in thousands of 
Canadian dollars) follows: 


United Canso 


Magellan Petroleum Oil & Gas Co. 
(NT. ) Pty. Ltd. (N.T) Piyele: 
Assets: 
Accounts receivable on le $. 582 
Permits and deferred expenses, at cost L28E 2205 
Total assets (pen Oe) 2,360 
Liabilities: 
Shareholders’ advance accounts: 
United Canso 909 454 
Magellan S24 378 
Magellan Petroleum Australia Limited 1,607 303 
Amounts payable from future production revenues 125 
Total liabilities 4,252 PES 
Net assets $3,060 $1225 
United Canso’s direct share (%) of net assets 30% 40% 
United Canso’s direct equity in net assets $ 918 $ 490 
(b) Canada 


Borealis Exploration Limited (Borealis), in consideration of United Canso’s agreeing to forego interest for 
the period ending March 31, 1973 on the 8% unsecured debentures of $225,000 and agreeing to assist in 
maintaining Borealis’ books and records at United Canso’s expense for the period ending March 31, 1972, 
issued to United Canso 90,000 fully-paid and nonassessable shares of its common stock. These shares, valued 
at $84,000 based on the above-mentioned considerations, represent 3.81% of the outstanding common shares 
of Borealis at September 30, 1974 and September 30, 1973. Interest due after March 31, 1973 ($27,000 at 
September 30, 1974) on the 8% unsecured debentures will not be recorded by United Canso until its 
collection is certain. United Canso’s equity in net assets of Borealis was approximately $23,400 at September 
30, 1974. These net assets consist primarily of deferred exploratory and administrative costs. Borealis is 
engaged in mineral exploration in northern Canada. 


(c) Foraco 


During the year ended September 30, 1974, the Company acquired a 12.75% interest in the United States 
and Canadian patent rights and a 7.5% interest in the Australian patent rights to a drilling unit. The United 
States and Canadian rights are held by Foraco N.V., a Netherlands Antilles corporation, and the Australian 
rights are held by Foraco N.H., a New Hebrides corporation. In addition, a 25% interest in one of the drilling 
units was acquired during the year ended September 30, 1974. The Company is indebted to Forage Rationnel 
Construction, a French company, for $37,322 in connection with the acquisition of this investment. All costs 
relating to these investments are being deferred. 
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(d) Other 


During the year ended September 30, 1974, the Company wrote off its investment and advances in PXP 
Steam Power Units Ltd., which amounted to $53,940. 


. Property and equipment 

On August 27, 1968, United Canso, through its subsidiary, Canso Oil & Gas, agreed to purchase a 25% 
interest in certain filings for federal leases in the State of Alaska. Initial consideration of $1.00 (U.S.) per net 
acre was paid by the issuance of 42,596 shares of United Canso’s capital stock. Within thirty days of the date 
the leases are issued, an additional $3.00 (U.S.) per net acre is payable in cash or shares of United Canso’s 
capital stock at the election of the Company, or the Company may elect to assign to the original lease 
applicants a net profits interest of 25% of the Company’s interest in the leases issued. The Company will be 
reimbursed at the rate of $.50 (U.S.) per acre, or equivalent stock, for each net acre for which leases are not 
issued. In July 1971, the Company made a payment of $23,558 ($.10(U.S.) per net acre) which may be 
applied to reduce the $3.00 (U.S.) per net acre or the net profits interest assignable in the leases issued. The 
issuance of leases has been delayed pending the settlement of native claims to certain of these areas. 


United Canso’s interest in a nonproducing concession in Venezuela was acquired from Pancoastal, Inc. in 
1961. The cost of United Canso’s interest: was being amortized over the remaining period of the concession 
rights, which expire in 1984. Remaining costs of $156,286 relating to the interest were written off during the 
year ended September 30, 1974. 

The Company also wrote off its costs in the amount of $81,235 relating to its pending applications for 
concessions in Norway. 

United Canso, through its wholly-owned subsidiary, United Canso Oil & Gas (U.K.) Limited, has acquired 
petroleum licenses in United Kingdom waters of the Irish Sea and the North Sea. At September 30, 1973, four 
successful wells had been drilled in the Thistle Field in the North Sea. During the year ended September 30, 
1974, an additional successful delineation well was drilled in the Thistle Field and two dry holes were drilled 
in other sections of Block 211/18. The Company’s share of developing the Thistle Field is estimated to be $80 
million. There can be no assurance as to the availability or terms of such financing (see Note 8). 


Lease rentals, work requirements and drilling commitments in connection with properties and property 
interests held by the Company at September 30, 1974 approximate $2,300,000 for the year ending September 
BOL 9 75. 


. The Catawba Corporation 

United Canso’s current (expiring April 1979) and prior contracts for financial, technical and other services 
with The Catawba Corporation (Catawba) have provided for payments based on services rendered and the 
granting of a 1/64th overriding royalty on all properties acquired by United Canso during the term of the 
contract. For the five years ended September 30, 1970-1974, the Company was charged $123,521, $148,425, 
$176,434, $297,803 and $442,907, respectively, under this contract. The contracts also have provided for 
special compensation, if agreed upon by the Parties, for services rendered not contemplated under the con- 
tracts..No special compensation has been paid for the past five years. Catawba provides similar services to the 
Australian companies, and to Borealis Exploration Limited, Magellan Petroleum Corporation, Pantepec 
International, Inc., Pancoastal, Inc. and Canada Southern Petroleum Ltd. Certain of the stockholders, officers 
and employees of Catawba are directors, officers and/or shareholders of United Canso and of the other 
companies mentioned above. 


. Capital, stock options and reservations 

The Company’s Supplementary Letters Patent provide that no person (as defined) shall vote more than 
1,000 shares. 

At a special general meeting of shareholders on July 24, 1974, the authorized capital of the Company was 
increased to 12 million shares of the par value of $1 per share. 
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Under the Company’s old incentive stock option plan, options to purchase shares had been granted to 
Catawba for 100,000 shares and to officers and employees for 141,500 shares. The following table sets forth 
information as to options, under the Company’s old incentive stock option plan, on capital stock which 
became exercisable and were exercised during fiscal 1973 and 1974 and options outstanding at September 30, 
1973 and 1974: 


Number Option Price Market Value 
of 
Shares Per Share Total Per Share Total 

Options becoming exercisable: 

1973 and 1974 None 
Options exercised: 

1973 29,000 $6.00 $174,000 $ 6.84 to $8.37 $214,565(A) 

1974 7,500 9750 7145250 PRES 6 159,750(A) 
Options outstanding: 

September 30, 1973 (granted 

1969) 7,500 9.50 TA 9.43 70,725(B) 
September 30, 1974 None 


(A) At dates options were exercised. 
(B) At dates options were granted. 


On January 11, 1973, options on 98,775 shares granted to Catawba and on 76,000 shares granted to 
officers and employees under this plan expired without exercise. 

On December 13, 1972, United Canso’s Board of Directors authorized a new incentive stock option plan on 
300,000 shares of United Canso’s capital stock. Under this plan, options were granted as follows: 


Market 
Price 
Number Option (Per Share) 
Date Of Expiration Of Price At Date Of 
Optionee Grant Date Shares (Per Share) Grant 
Officers Deen 551972 Dec. 14, 1977 43,000 $6.00 $6.48 
Employees Dec. 15, 1972 Dec. 14, 1977 87,500 6.90 6.48 
Catawba Mar. 30, 1973 Mar. 31, 1978 150,000 8.00 (ES, 


The following table sets forth information as to options, under the Company’s new incentive stock option 
plan, on capital stock which became exercisable and were exercised during fiscal 1973 and 1974 and options 
outstanding at September 30, 1973 and September 30, 1974: 


Number Option Price Market Value 
of 
Shares Per Share Total Per Share Total 
Options becoming exercisable: 
1973 280,500 $6.00 and $8.00 $1,983,000 $ 6.48 and$ 7.23 $1,930,140(A) 
1974 None 
Options exercised: 
1973 67,900 6.00 407,400 TAA tO DO? 911,903(B) 
1974 54,100 6.00 324,600 16.79 to 22.15 1,045;55203) 
Options outstanding: 
September 30, 1973 212,600 6.00 and 8.00 1,575,600 6.48 and 7.23  1,490,148(C) 
September 30, 1974 158,500 6.00 and 8.00 1,251,000 6.48 and 7.23 1,139,580(C) 


(A) At dates options became exercisable. 
(B) At dates options were exercised. 
(C) At dates options were granted. 
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At September 30, 1974, all of the above-mentioned options on 158,500 shares were exercisable. Upon 
exercise of the options, the excess of the proceeds over the par value of the shares issued is credited to capital 
in excess of par value. No charges are made against income in accounting for options. At September 30, 1974 
and 1973, there were 19,500 (new plan) and 150 shares reserved for future option grants. There were no other 
changes in stock options during the two years ended September 30, 1974. 


6. Compensation and allocated expenses 


The Company has a contributory pension plan which is in effect for all employees and is administered by 
an insurance company. Contributions by the Company to the pension plan on behalf of all employees for the 
years ended September 30, 1970-74 were $36,952,$41,728, $36,916, $44,472,$50,906, respectively. 


Certain employees and office facilities are shared with Canada Southern Petroleum Ltd. and certain costs 
and expenses represent allocated portions of common expenses. Compensation of directors, officers and senior 
employees allocated to or paid directly by United Canso, including contributions to a pension plan on their 
behalf, for the years ended September 30, 1970-74 amounted to $148,633, $147,517, $141,351, $177,858 
and $185,886, respectively. Of these amounts, $1,960,$2,875, $2,374, $2,394 and $2,745 were on behalf of 
directors and $57,487, $53,293, $53,293, $50,448,$70,257 and $71,910 were on behalf of officers. At 
September 30, 1974, there were seven directors and four officers, of which two officers were also directors. 


7. Income taxes 

For income tax purposes the Company is entitled to claim deductions for drilling, exploration and lease 
acquisition costs and capital cost allowances (depreciation) in amounts which exceed the related depletion, 
amortization and depreciation charges reflected in the accounts. At September 30, 1974, for Canadian income 
tax purposes, accumulated drilling, exploration and lease acquisition costs in the amount of $4,600,000 and 
undepreciated capital costs in the amount of $790,000 remain to be carried forward indefinitely and applied 
against future taxable income. For United Kingdom income tax purposes, accumulated drilling, exploration 
and lease acquisition costs in the amount of $5,500,000 remain to be carried forward indefinitely and applied 
against future income. 


In accordance with the directive from the Canadian Provincial Securities Administration, the Company, as 
well as all other companies in the oil and gas industry in Canada, was required to adopt income tax allocation 
for periods ended March 31, 1974 or later. Consequently, the Company has made a current tax provision for 
the year ended September 30, 1974 which is offset by a corresponding credit representing the realization of 
tax benefits relating to charges against income reported in prior years for which no tax benefits were then 
recognized because of uncertainty of realization. The Statement of Income (Loss) for all prior periods has 
been restated to conform to the required change in presentation. Net income is not affected by the change. 


On November 18, 1974 the Canadian Federal Government proposed a number of amendments to the 
Income Tax Act which, if enacted as proposed, would result in a significant difference in the determination of 
taxable income. The current tax provision for the year ended September 30, 1974 of $536,000 has been 
calculated on the basis of the proposed amendments, some of which are retroactive to May 7, 1974. If the 
Federal Budget is not enacted into law, then the current tax provision would be approximately $216,000. In 
addition, the amount of drilling, exploration and lease acquisition costs to be carried forward set forth above 
would be increased accordingly. 


The statutory tax rate for Canadian Federal and Provincial taxes was approximately 49% prior to May 7, 
1974 and will be approximately 41% under the new proposal. Asa result of earned depletion allowances and 
certain resource industry costs (primarily provincial royalties) which will not be deductible for income tax 
purposes, the effective tax rate for 1974 is expected to be approximately 115%. 
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ee) 


The major components of variance between the reported income tax expense and tax based on reported 


earnings at the Canadian corporate tax rate are as follows: 


Year ended September 30, 


1974 1973 1972 197 1970 
Canadian statutory corporate tax rate 45.1%(1) 49% 50% 50% 50% 
Tax on reported income at above rate $202,000 $474,000 $232,000 $ — $145,000 
Additional tax due to: 
Losses of foreign subsidiaries 76,000 56,000 126,000 = 81,000 
Write-off of nondeductible costs 20,000 14,000 14,000 = 23,000 
Non-allowance of provincial royalties 
and similar charges 478,000 - _ = = 
776,000 544,000 372,000 = 249,000 
Less reduction in income taxes due to 
percentage depletion allowance 240,000(2), + +174,000 124,000 _ 83,000 
Provision for taxes on income $536,000 $370,000 $248,000 $ — $166,000 


(1) 48% to May 6; 41% May 7—September 30 
(2) 33-1/3% to May 6; 25% May 7—September 30 


. Subsequent events 


On October 23, 1974, the Company entered into an agreement with a Canadian chartered bank providing 
for a line of credit to the Company expiring April 30, 1975 in the total amount of $5 million (U.S.), including 
certain Company debt guaranteed by the bank secured by the Company’s accounts receivable and its oil and 
gas reserves in Canada. 


On March 5, 1975, approximately $57.5 million in cash was received by the Company as the result of the 
sale of its wholly-owned subsidiary, United Canso Oil & Gas (U.K.) Limited. The $57.5 million included 
reimbursement to the Company of $7.5 million for exploration and development expenditures incurred by the 
subsidiary. Bank loans totalling $850,000 (U.S.) drawn down under the above-mentioned line of credit were 
repaid out of the funds received. Since the 1/64th overriding royalty mentioned in Note 4 was not assumed by 
the Purchaser, the Company is engaged in evaluating the royalty with a view toward the liquidation of its 
obligation. 
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Auditor’s Report 


The Board of Directors 
United Canso Oil & Gas Ltd. 


We have examined the accompanying consolidated balance sheet of United Canso Oil 
& Gas Ltd. at September 30, 1974 and 1973 and the related consolidated statements of 
income (loss) and accumulated deficit and of changes in financial position for the five 
years then ended and of capital and capital in excess of par value for the two years then 
ended. Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 


In our opinion, the statements mentioned above present fairly the consolidated 
financial position of United Canso Oil & Gas Ltd. at September 30, 1974 and 1973 and 
the consolidated results of operations and changes in consolidated financial position for 
the five years then ended, in conformity with generally accepted accounting principles 
applied on a consistent basis during the period after the change, with which we concur, to 
retroactively reflect deferred tax accounting described in Note 7. 


ARTHUR YOUNG, CLARKSON, GORDON & CO. 


Hartford, Connecticut 
December 23, 1974 (excepting as to 
Note 8 for which the 
date is March 5, 1975) 


